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Abstract 
 This	  project	  seeks	  to	  investigate	  advantages	  and	  disadvantages	  of	  private	  and	  state-­‐owned	  companies	   have	   in	   fulfilling	   their	   service	   obligation.	   The	   service	   obligation	   is	  conceptualized	   in	   our	   project	   as	   being	   a	   contract	   or	   agreement,	   which	   imposes	   a	  responsibility	   towards	  a	  company,	  with	   the	  aim	  of	   increasing	  public	  value.	  Therefore	  our	  project	  uses	  TDC	  and	  DSB	  as	  case	  studies	  because	  of	  the	  fact	  that	  both	  companies	  have	  a	  service	   obligation	   agreement	  with	   the	  Danish	   state.	   The	   central	   problem	   stems	   from	   the	  fact	   that	   TDC	   was	   privatized	   based	   on	   prerequisites	   created	   by	   government,	   which	  contradict	   the	   incentives	   that	   the	   service	   obligation	   illustrate.	   One	   could	   discuss	   that	   on	  one	  hand,	  the	  government	  privatizes	  a	  company	  in	  order	  to	  boost	  efficiency	  by	  eliminating	  political	  interference	  and	  letting	  the	  company	  develop	  solely	  in	  market	  conditions,	  and	  on	  the	   other	   hand	   creates	   political	   interference	   by	   constructing	   a	   contract	   such	   as	   the	  universal	   service	   obligation.	   The	   other	   central	   problem,	   lies	   within	   the	   fact	   that	   an	   EU	  directive	   from	   1991	   resulted	   in	   the	   railway	   system	   in	   Europe	   being	   liberalized	   thus	  allowing	  competition	  to	  exist	  in	  the	  otherwise	  monopolistic	  DSB	  railway	  system.	  However,	  even	   though	   the	   railway	  system	   is	   liberalized	   in	  Denmark,	   the	  Danish	   transport	  minister	  has	   shown	   a	   tendency	   towards	   not	   support	   the	   competitive	   market	   by	   not	   making	  additional	   railway	   routes	   available	   for	   competitive	   companies	   to	   bid	   on.	   All	   in	   all,	   this	  project	   investigates	   the	   advantages	   and	   disadvantages	   of	   private	   and	   state-­‐owned	  companies	   in	   relation	   to	   their	   service	   obligation,	   and	   focuses	   on	  defining	   the	   underlying	  mechanisms	  within	  these	  concepts.	  During	  the	  process	  of	  this	  project,	  we	  will	  present	  our	  problem	  area	  where	  our	  central	  problem	  will	  be	  defined.	  Also	  in	  this	  section,	  our	  problem-­‐formulation	  and	  working	  questions	  are	  presented	  as	  well.	  Thereafter	  we	  will	  display	  our	  methodological	  framework	  including	  our	  ontological	  and	  epistemological	  reflections	  based	  on	   Critical	   Realism	   being	   our	   ontological	   standpoint.	   Ultimately	  we	  will	   conduct	   a	   PEST	  analysis	   in	  order	   to	  gain	  an	  overview	  of	   the	  companies’	  external	   factors,	  which	  effect	   the	  service	  obligation,	  and	  moreover	  a	  discussion	  will	  be	  conducted	  on	  the	  results	  from	  this.	  In	  conclusion	   to	   the	   project	  we	   have	   established	   a	   concluding	   and	   perspectivizing	   chapter,	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which	   presents	   the	   reader	   with	   a	   summary	   of	   our	   results	   in	   relation	   to	   our	   problem-­‐formulation,	  and	  finally	  our	  reflections	  regarding	  the	  project	  are	  displayed.	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1. Problem Area 
 
Privatization initiatives in the Danish public is an issue, that has been highly debated regarding 
the future growth of the Danish welfare system. Privatization has been a concept, which have 
political and economic implications, because of the incentives that the state has to take into 
consideration, when making decisions concerning the privatization of a company 
(Finansministeriet, 2004). Denmark has the largest public sector in the world, compared to other 
countries, and consists of a comprehensive matrix of social and economical activities, which 
strives to offer the Danish citizens collective welfare services (Andersen, Bent, 1994). Privatize 
is defined as “a transfer from public to a private ownership and control” (Oxford dictionary, 
2005).  According to the Danish ministry of transport and Danish Business Authority, companies 
like DSB and TDC have an obligation to supply the Danish citizens a number of fundamental 
services. The Danish Business authority states that the telecommunication company, TDC, has 
an obligation to supply the Danish citizens a number of fundamental telecommunication services 
(Erhvervsstyrelsen, Forsyningspligt, 2013). Furthermore the Danish ministry of transport states, 
that each individual has the right to mobility, and access to this mobility through services offered 
by DSB (Transportministeriet, Ministeriet, 2013). 
 
Danish citizens pay the highest taxes in the world, and therefore there is a high expectation of 
public value delivered from public services. State-owned companies have low incentives to 
effectivize productivity, quality and cost-reduction because of low or non-existing 
competitiveness (Produktivitet Kommissionen, 2013). A deduction of public non-growth cost 
can create strong incentives for economic growth according to professor Magnus Henrekson 
(cepos, 2012).  An increasing demand for infrastructure, transport, telecommunication and other 
services, raises doubt whether the public sector is able to carry out these tasks at a satisfactory 
level. Several public tasks have already been outsourced to private companies such as eldercare, 
private schools, private hospitals and day-care (Andersen, Bent, 1994).  
 
The Danish state-owned railway company DSB, has been through a series of adverse events, 
which has the Danish politicians discussing the management and ownership of the company 
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(Bjarke Hansen, TV2 - DSB største skandaler). The Danish liberal party Venstre states, that DSB 
should be privatized because of several managerial and economic failures throughout the recent 
years (Østergaard, Christian, 2011). The many scandals, has opened the debate for whether its 
time for DSB to be privatized. The chairman of DSB, Mogens Gamborg has expressed his 
openness towards opening the railway for new operators, but sees a challenge regarding the 
service obligation the state has towards supplying a satisfying infrastructure to all its citizens 
(Vinding & Dithmer, 2006). The Danish telecommunication company TDC has on the other 
hand, been privatized even though facing the same challenge DSB has regarding its service 
obligation.  
TDC’s change in ownership has been criticized by politician Brian Mikkelsen, the former 
minister of economy and business affairs, who states that TDC should never have been 
privatized. Brian Mikkelsen argues that the company is a comprehensive aspect of the Danish 
infrastructure, and that the privatization has hindered for state influence, which he argues is 
important for the state to have, since TDC influences a big part of the Danish telecommunication 
network (Mikkelsen, Brian, 2010).  
 
Investigations have shown that it is more favourable to privatize and outsource public services to 
a greater extent for countries, with a large-scale public sector. This has not been the case 
according to some surveys, which has led to questions being raised of why countries with small 
public sectors are more prone to privatize or outsource public services, than countries with a 
larger public sector (Blom-Hansen, 2003). 
 
We wish to investigate the fact that both companies have to deliver a product and service 
(Service obligation) towards the Danish society. Furthermore we wish to investigate what 
advantages and disadvantages their differences in ownership and competition presents in relation 
to their service obligation.  
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1.1 Problem Formulation  
 
What advantages and disadvantages do public and privately owned companies have to the 
fulfilling of their service obligation?  
 
1.2 Preliminary Working Questions 
 
● How is the service obligation demonstrated by DSB and TDC 
● What challenges towards the service obligation does a state owned company like DSB 
face compared to a private owned company? 
● How does ownership and competition affect the service obligation of DSB and TDC 
 
1.3 Term definitions 
 
Lobbying 
Lobbying is the process of persuading and influencing a member of the state, into having the 
same ideas as one. Typically, it is an agent representing an organisation, regardless of ownership 
status, which hires a lobbyist to perform various lobbying activities on the behalf of the agent’s 
organisation. This could for example be to influence a member of the government to share the 
same ideologies as the organisation, in order to gain legislative benefits (Cooper, 2013).  
 
Privately owned companies  
A privately owned company can be distinguished in 2 forms. The first one being a privately held 
company, which is a company where a few private actors own the company’s assets and 
liabilities. Furthermore, there is a public company, which is listed in the stock exchange where 
the stocks of the company are available for the public to trade. In this case, if the state owns 
shares equivalent to less than half of the total shares it is considered a privately owned company 
(Investopedia, 2009).  
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Privatization  
Privatization is the process of when a completely state-owned company is either sold out to 
investors, listed in the stock exchange, becoming available for private actors to acquire the 
company’s assets partially or completely, or when a management buys the company out. Usually, 
the incentives of a privatization is to effectivize the company, and dismantle any political 
influence or interference in order to let the market control the company’s strategy. The Danish 
ministry of finance has 3 fundamental objectives for privatization, which is, reduced 
governmental involvement in the market, creating better development opportunities for 
businesses and the benefits from a reduction of governmental debt (Finansministeriet, 2004). 
Furthermore the state has formulated clear goals of a successful privatization. The goals are as 
following (Finansministeriet, 2004): 
 
1. The state formulates clear goals and intentions for the privatization. 
2. The legislative framework, which is created to support, the development of competition 
have to distinguished to a certain extend.   
3. Public service obligations and other policy considerations must be maintained in 
absence of direct state ownership, and without leading to any additional public expenses. 
4. Any specific obligations in relation to employees, guarantees, etc., which is a part of the 
company has to clarified. 
5. The company must be ready to be sold, i.e. prepared to adapt it’s organization and corporate 
culture to the new conditions 
         -Translated from the report - Staten som aktionær, Finansministeriet, 2004 
 
Service Obligation as public value  
The term service obligation is a term created by the Danish Business Authority, and means that 
everyone is entitled to the basic services and goods of telecommunication throughout Denmark. 
The service obligation between TDC and the state has equal similarities of what the state expects 
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of the service provider and how it is constructed, which therefore makes our conceptualization of 
this term, defined as the concept, service obligation. To fulfil this obligation, the company has to 
provide the service they offer towards all their consumers (Danish Business Authority, 2012). In 
order to understand what the service obligation is from a public point of view, we have combined 
it with the understanding of public value. Public value is what the public needs, wants and 
desires. The government’s role is to connect the powers and resources of the market, the state 
and civil society behind a common purpose, in the pursuit of public value goals (Moore, 2011). 
Hereby, the state’s role is to assure that DSB and TDC delivers services to all Danish citizens.  
 
State-Owned companies 
The separation between defining what a public and private owned company is, is determined on 
the ownership of shares. If the state owns more than half of the total shares, it is considered a 
public company (Den Store Danske, Offentlig Sektor, 2013).  
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2. Methodology 
 
2.1 Introduction 
 
In this chapter, our methodology will be unveiled which includes topics like our analytical 
strategy, methods and our ontology. The purpose of this chapter is to give the reader a broader 
understanding of how we view the empirical data we have collected, and which ontological 
perspective we have conducted in our research. Furthermore the goal of the Methodology chapter 
is to create an understanding of how we process the data by validating it, thus making it relevant 
for our overall problem-formulation. In our project, we use the definition of methodology, from 
the perspective of Olsen and Pedersen, whom define methodology as: 
“Decisions about how to delimit what is being analysed. The term includes the complete set of 
decisions that are assumed or decided in the act of scientific knowledge production” (Olsen & 
Pedersen, 2008)  
 
2.3 Critical Realism 
 
When taking ontology into consideration, one must understand the aim of the concept. The term 
ontology, describes the perception of the world and reality. Furthermore, the importance of 
ontology includes the fact of how the world is viewed in the research and analysis of the project. 
(Olsen & Pedersen, 2008). Since this project revolves around investigating advantages and 
disadvantages of state and privately owned companies, one must take notable factors into 
consideration when specifying the ontology. These factors represent the projects perception of 
reality, knowledge and conceptualization, which then can be classified as one of the schools of 
ontological perceptions/philosophies (Stanford, 1992). 
 
On the basis of what we are trying to investigate, and how we wish to investigate, our project 
uses Critical Realism as its ontological standpoint. Critical Realism (CR), includes elements of 
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both positivism and constructivism, but rejects both. The ontological perception of CR allows 
one to acknowledge an objectively existing reality, independent of the human consciousness  
(Petersen, Helby, Ole, 2013). However, even though Critical Realists accept an objective 
existing reality, they still distinguish between the “real world” and our knowledge of the world. 
Thus taking subjective knowledge into account. Furthermore all causal explanations are context 
dependent and are not of an infinite time-frame (Petersen, Helby, Ole, 2013).  
CR was in 1970’s introduced by Roy Bhaskar as an alternative ontology of positivism and 
constructivism. Since the time of Bhaskar, other authors have delved deeper into the philosophy 
and tried to define it in simple terms. Contemporary writer, Dickens, has tried to explain CR by 
dividing it into 4 key elements, which we in our project acknowledge and apply as our 
ontological framework (Di Rossi, 2012). 
 
Dickens’ 4 elements of CR, are described as following (Dickens, 2003):  
 
1. Knowledge is a product of society, but knowledge is not only a product of society. It can refer 
to real processes and mechanisms in the world. 
2. Science is about establishing the causes underlying phenomena of interest. Real, relatively 
enduring structures and causal mechanisms in the physical, biological and social worlds 
underlie what we observe and experience. They do so in combination with one another and often 
in combination with contingent circumstance. ‘Closed systems’ are created artificially to develop 
understandings of causal mechanisms, but these are rare in society and nature. 
3. The world is envisaged as hierarchically stratified. At the most general level are physical 
mechanisms (e.g. Gravity). At ‘higher’ level are chemical structures and mechanisms. Higher 
still are biological mechanisms (e.g those generating an organism's growth). Finally, there are 
psychological and social mechanisms. Mechanisms at each level of reality are rooted in- but not 
reducible to- those operating at lower levels. 
4. The nature of these structures and mechanisms is subject to constant critique and scientific 
development. This critique and development can also stem from practical, everyday experience  
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(Taken from Peter Dicken’s - Society and Nature, 2003, p. 20) 
 
In our project, we acknowledge these 4 elements, and implement them in our ontological 
considerations during our research and analysis.  
 
Reality must be simplified to gain an overview of its integrity, and must be broken down into its 
central variables. Additionally, the reason for why one must simplify reality, is that the reality we 
can observe is just the tip of the iceberg, and has many hidden factors and elements which are 
unobservable, and to gain an understanding of these, one must first delve into what is hidden 
beneath the represented reality (Jespersen, 2009).  
 
Reality is divided into three levels, which respectively are, the real level, the actual level and the 
empirical level (Petersen, Helby ,Ole, 2013). They are illustrated below: 
 
(Petersen, Helby ,Ole, 2013). 
 
This model shows Bhaskar’s three levels of reality. The Real level, includes concepts like 
theories, mechanisms which can be applied in how humans act, and positivist scientific beliefs 
e.g. gravity, solar system etc. Also all causal relationships are included at this level. The next 
level is the actual level, where the mechanisms of the real level are activated. This can for 
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example be the lighting of a match to a person’s skin, where the lighting of the match activates 
the mechanism that is the burning of the person’s skin. The final level is the empirical level, 
which is the level of hypothesis testing, deduction and induction. It is at this level that the 
subjectivity of the mechanism’s are explored. An example could be the lighting of the match. 
One could light a match on a hundred people’s skin, and investigate how they react to the 
burning match individually, and subjectively (Petersen, Helby, Ole, 2013). 
 
As well as the perception of reality, one must also look at the perception of knowledge, or the 
epistemology of the project. Questions like, “How do we know?” and “What is the truth?” arise 
when pinpointing an epistemological standpoint. Olsen and Pedersen describe the concept of 
epistemology as the question of whether there is true/scientific/objective knowledge, and the 
validity of this truth. Furthermore they also state that one's research methods are affected by the 
chosen epistemological standpoint (Olsen & Pedersen, 2008). 
 
Looking at our research methods our project seeks to discover, based on historical and subjective 
context, a causal explanation. As we are trying to find normative and objective “advantages and 
disadvantages” of respectively state owned and privately owned companies, we are hybridizing 
both an objectivist epistemology, but as we are critical towards the fact that every objective truth 
is valid during a finite time period and a historical context, we are also utilizing a subjectivist 
epistemology (Olsen & Pedersen, 2008). This is why Critical Realism is in our opinion, the 
optimal perception of reality in our project, as it describes knowledge as a product of society, but 
can refer to real processes and mechanisms (Dickens, 2003). 
 
2.5 Analytical strategy  
 
It is during the research process that, empirical and theoretical understanding is developed. In our 
project we are using a hybrid of induction and deduction as our analytical strategy (Olsen & 
Pedersen, 2008). This is why we have chosen to use the abductive or retroductive method as our 
analytical strategy. The main reason for us choosing the retroductive method is the fact that, we 
wish to investigate two companies by observing the phenomena occurring within the macro level 
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of the organizations, and thereafter discussing the underlying mechanisms which cause these 
phenomena. Our observations are conducted during the research process, the observations are in 
form of qualitative and quantitative empirical data, which we are going to collect in order to 
answer our research questions (Olsen & Pedersen, 2008). 
 
Another reason for us using the retroductive method, is our ontology in this project. Our 
ontological viewpoint is critical realism. The relation between the retroductive method and 
Critical Realism is that both concepts touch upon trying to explain underlying mechanisms 
behind observations. E.g. One could observe a lake with white swans, and after observing for a 
period of time, one would question the phenomena of why the swans in the particular lake are 
white, taking factors like, geography and time into consideration (Olsen & Pedersen, 2008).   
 
Jesper Jespersen, illustrates the retroductive method in this model below: 
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Here he describes retroduction as a process divided into three worlds. World 1 or the real level is 
the process of ontological reflection, historical context and the study of tendencies. World 2, or 
the analytical level is the level where given the “landscape” or the “simplification of reality” is 
applied to a model or theory, which subsequently ends in the testing of the hypothesis and later 
in a set of results. Jespersen then concludes by stating that World 3, is where researchers try to 
simplify their results by creating “metaphors”, which can be used to establish causal 
relationships between occurring phenomena (Jespersen, 2009). 
 
2.6 Comparative case studies  
 
The aim of a case study is to give a precise description or reconstruction of a case, that can 
become an instructive example for a more general problem (Flick, 2009, page 134). The case by 
itself will represent a created subjectivity, as the output of getting a certain supply of knowledge 
and of evolving concrete ways of acting and perceiving. Therefor the sampling decision regulates 
what empirical material that is created in the form of text, and what is chosen from available 
texts concretely and how it is getting used (Flick, 2009, page 125). In our project we have chosen 
to use a case study as the basis of empirical data in our analysis. Our analysis will consist of a 
comparative case study, where the focus concerns the key-aspects in achieving an answer 
towards our problem formulation. Our case revolves around the issue of privatization and the 
advantages and disadvantages that follow in this process. We measure the advantages and 
disadvantages of privatization up against the concept of service obligation, and only include 
empirical data from the case studies that are relevant towards this measurement.  
 
We are aware that sampling decisions can not be made in isolation, and that there is no right 
strategy for what is the right case. Our choice of how many cases we wanted to implement was 
based on our assumption of how much is needed to answer our research question of our project.  
“the research question and the degree of generalization one is seeking should determine the 
decision between defining in advance and gradually developing the sample” - Flick, 2009, p. 
125.  
Our case-sample selection is dependant of the appropriateness in how it can be assessed in terms 
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of the degree of possible generalization, which is what we strive for in our selection of case 
studies.  
The cases sampled in our project were structured in advance, since we specifically chose two 
companies with different types of ownership. The purpose of our selection is to disclose the 
advantage and disadvantages both companies face towards their ownership structure, when 
fulfilling their service obligation (Flick, 2009, page 125). 
 
2.7 Chosen case study 
 
As mentioned in the problem area, we see that the privatization of DSB has been a highly 
debated discourse in Danish politics. The debate whether DSB should be privatized is the result 
of various events the recent years. Events such as negative profit results and bad management 
have been the core of these discussions, and whether a privatization of DSB could boost 
economic efficiency. On the other hand we have chosen TDC, which was a state owned 
company, which was privatized in 1998 (3.1 Timeline). We have chosen DSB and TDC as our 
case studies because their common denominators such as their ownership history, their 
responsibility towards fulfilling their service obligation and that their industries have similar 
capital entry barriers, coverage challenges and company size. Furthermore when analysing DSB 
and TDC with the PEST analysis’ four categories, the level of comparability is simpler because 
they exist in the same demographic market, which gives our project a firm platform to analyse 
the companies comparatively. The data that we gather from the case studies are mainly 
qualitative, so we are able to analyse the external factors using the PEST-model and key 
arguments from the Public Choice theory. We are well aware of the fact that the data we gather 
are from articles, journals and the corresponding companies’ websites has a chance of being 
influenced by personal/political views. Therefor all our data is viewed upon with a critical 
perspective, which makes us aware of any form of political or personal views. The selection of 
the “right” dimensions is a challenge, the researcher has to be aware of. When using comparative 
case studies we have to be aware of the fact that the dimensions of the comparison can become 
too strict. The consequence can be that the study of our material does not pay enough attention to 
its context and structures, which is important when using a critical realist approach. Since it’s 
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impossible for us to collect all empirical data around these case studies, it means that the used 
data will always be subjective. This can lead to that our conclusions we’ve reached might not be 
fully correct, but only correct out of the empirical data collected (Flick, 2009, p. 135). 
 
2.8 Empirical Material 
 
Our main form of empirical material is qualitative data. As we are using two case studies in our 
project, our aim is to enlighten aspects from the case studies, by using qualitative material from 
various sources. As our project focuses on a problem, which is part of a comprehensive political 
discussion, we are well aware of the presence of political views in newspaper articles. 
Furthermore we have chosen to use reports from governmental organizations such as the 
Ministries of Finance & Transport and the Danish Business Authority, in order to gain valid 
empirical material from reliable sources. Books regarding the topics of privatization, Public 
Choice, Public Value and others have also be used, in order to get theoretical knowledge for our 
analysis and discussion. Most of our data is from secondary sources, whilst the reports are 
directly from the government.  
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3. Contextualizing Chapter 
 
3.1 Timeline 
 
We have chosen to establish a timeline of historical events of TDC and DSB, to get an overview 
of the historical background of the companies we are investigating. We have limited the 
timelines for DSB and TDC to the last 20 years of events, and will include events that have 
affected DSB and TDC. The selection of events is based on its relevance towards structuring a 
fundamental knowledge that can be helpful in answering our project’s problem formulation. We 
are well aware that a lot of the data gathered to create this timeline, is from the corresponding 
companies’ websites, and are prone to being influenced by their own personal views, with the 
intention of creating a positive notion of the corresponding companies. The timeline is for the 
reader to get an overview, of the background of DSB and TDC, and is not to be used in our 
discussion.  
 
DSB 
 
DSB is a state-owned train company characterized as an SOE, or state-owned enterprise, because 
of it being listed in the stock exchange. DSB provides transport services for over 500.000 Danish 
citizens everyday, and has existed since 1847. The Danish transport minister is responsible for 
the strategic planning of DSB, and DSB over 5 billions kroners yearly to DSB as part of their 
transport contract (DSB, 2013). This transport contract between DSB and the state is 
conceptualised as the service obligation in this project.  
 
DSB Timeline 
1997 Banestyrelsen business structure is changed into a state-owned company under 
the ministry of traffic, where it operates freely between any train-operator (Bane, 
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Dansk Jernbanehistorie 2013).  
1999 DSB was liberalized in 1999 into an A/S and the state owned 100% of the shares 
in DSB (DSB, School- and study material, 2013).  
2000 The IC-4 Train is ordered form the Italian manufacturer Ansaldobreda for 5,3 
billion kroner. DSB ordered 84 IC-4 and 23 IC-2 trains, which mission was to 
make the general transport more effective, save time for passengers and be cost-
reductive (TV2, DSB største skandaler, 2013). 
2005 Transport contract was renewed including guidelines and conditions of how DSB 
should operate in Denmark (Trafikministeriet, 2005).  
2010-2011 DSB has a debt of over 17 billion kroner. Delivering financial statements in 2010 
and 2011 which showed losses of over 1200 millions of kroners (Numre og 
Erhverv, Annual Statements of DSB, 2011-2012)..  
2011 In 2011, DSB is found guilty in lobbying and illegally supporting their subsidiary 
company DSBFirst with state finance and with the use of lobbying company 
Waterfront. The debate was evolved around the morals of supporting DSBFirst 
because of bad financial statements, when it’s co owned by a private company by 
the name First Group.(DR, Skandalen i DSBFirst dag for dag, 2011). 
 
TDC 
 
TDC is a privately owned telecommunication company, with a market leader position in 
Denmark. Founded in 1990 by a fusion of Danish tele-companies and owned by the state until 
1998, where it was privatized and sold to the American companies Ameritech and SBC. Today it 
has over 8.9 millions customer relations, and is the main provider of telecommunication services 
on copper-infrastructure in Denmark (TDC, 2013).  
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TDC Timeline 
1881-1882 The first telephone lines were created, quickly after the invention of the orthodox 
landline telephone by Alexander Bell. Kjøbenhavns Telefon-Aktieselskab was 
then founded in 1882, and was the first company to offer a telephone solution to 
private customers (TDC, Historie, 2013). 
1990 After the establishment of regional telephone companies, in respective areas of 
Denmark, the government adopted a law, stating that all regional telephone 
companies, were to merge into a national telephone company, which then 
happened in 1994, where all the regional companies merged into the national 
telecommunication company; Tele Danmark.  Tele Danmark was the sole owner 
of all the copper wire in the ground, which was the only way of getting a 
telephone connection in the household (TDC, Historie, 2013). 
1996 In 1996, one of the most comprehensive events occurred in TDC history. The 
telecommunications market was liberalized, which dismantled the monopoly that 
TDC had established. It allowed a free market for telecommunications and for the 
first time since the origin, TDC experienced competition. Later, in 1998, Tele 
Denmark was completely privatized and bought by Ameritech and SBC (TDC, 
Historie, 2013). 
2000 In the year 2000, Tele Denmark, officially changed the name of the company to 
TDC. Furthermore they, started creating and buying smaller companies to further 
expand their customer reach (TDC, 2013).  
2008 The Danish service obligation between the state and TDC was established in 
2008 (Erhvervsstyrelsen, 2008). 
2009 The Autumn of 2009, TDC, pay 425 Million Kr. to buy the energy company, 
DONG’s, fiber optic cable, to further exploit the high-speed internet 
opportunities, that fiber optic cable allow (Business, 2009, Breinstrup). 
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4. THEORY  
4.1 Introduction 
 
 
In this chapter, our theoretical approach will be unveiled, hereunder our chosen theories and 
models which we wish to utilize in our project. In order to gain sufficient relevant knowledge on 
our topic, we have chosen to use two theories to apply our empirical data towards, in order to 
conduct our analysis. As mentioned in the methodology chapter, our aim is to conduct a 
comparative analysis on our chosen case studies. Our goal with the comparative analysis is to 
explore mutual tendencies within the two organizations, relating to the concept of privatization. 
To begin with, our initial theoretical approach will start by using the PEST analysis. As the 
PEST is designed to break an organization’s environment into 4 key elements, our aim with the 
PEST is that it is to aid us in creating a broad overview of TDC and DSB’s external 
environmental structure. Additionally, we are aware of the fact that the PEST does not give us 
sufficient knowledge about the advantages or disadvantages of privatization, which is why we 
have chosen to use the Public Choice theory, that gives a more comprehensive and detailed 
output which we can apply in our analysis. As the Public Choice is a vast theory, which covers 
an immense area within the field of political-marketization (Blom-Hansen, 2003), our main focus 
within the main topic of privatization, are the arguments of competition and ownership. Using 
the output from the PEST analysis, we are able to apply the key arguments from the Public 
Choice theory, to the political, economical, social and technological aspects (PEST) of the 
organizations in relation to the service obligation.   
 
4.2 Public Choice theory  
 
The Public Choice theory discusses political developments in an economy. Written by James 
Buchanan and Gordon Tullock, whose aim was to explain how political decisions are made 
(Shughart, 2008). The theory considers people to be rational self-maximisers, which affect voters, 
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legislators and bureaucrats, and therefore makes a government’s aim to act in the public’s 
interest impossible. Public Choice theory is a frequent and natural tool used to explain issues of 
government size and growth of the state, where one of the factors is privatization (Michael 
Wright, 1993).  
  
As mentioned above, we are using two main arguments from the Public Choice theory in our 
project, as our main point of entry and focus in the discussion. Therefore we have extracted the 
two arguments from a journal called Public Choice - 2003 which includes an article by political 
scientist Jens Blom Hansen. His arguments of Ownership and Competition in relation to the 
Public Choice theory are as following:  
 
The first is the ownership argument which states that the public sector can never be expected to 
deliver services as efficiently as the private sector. The principal reasons are that public-sector 
agencies lack incentives to perform efficiently; they often have broad and ill-defined public-
service objectives; and they have no "bankruptcy constraint", i.e. they can go on performing 
poorly without fear of the ultimate sanction of going out of business.  - Blom-Hansen, 2003 
 
We interpret the first argument in a way that it suggests that services delivered by the private 
sector are always performed with a higher efficiency than services delivered by the public sector. 
The reason behind this is that the public sector lacks the motivation to perform with complete 
efficiency, because of the lack of financial consequences such as going bankrupt. Compared to 
the private sector, companies will always, with the thought of going out of business and this 
pressure, perform more effectively to survive (Blom-Hansen, 2003). Here Blom, exemplifies this 
argument, by stating that with the use of empirical surveys, one has discovered that countries like 
USA, Switzerland, Germany, Canada and Australia have had a positive experience when using 
the private sector to perform public services. He cites that "the private sector performs so-called 
public services more efficiently and effectively than govemment usually can"(Blom-Hansen, 
2003), leading one to question the public sector’s efficiency completely.  
 
Roskilde	  Universitet	   	   	  	  	  	   Roskilde	  University	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
Den	  samfundsvidenskabelige	  bacheloruddannelse	   The	  Bachelor	  Study	  Programme	  in	  Social	  Science	  
Group	  10	   	  	  
 19	  
The relevance of this argument in accordance to our overall problem formulation is that we wish 
to uncover the effect of ownership differences, in relation to the companies’ service obligation. 
Furthermore this argument will be a comprehensive part of our theoretical framework combined 
with the output from the PEST analysis, so we can obtain a concrete means of discussion in order 
to answer our working questions.  
            
The second is the competition argument which states that the private sector is forced by 
competitive pressures to maximize efficiency whereas the public service-producer has a 
monopoly. According to this argument, the spur of competition is what enhances performance. 
Monopolies are always inefficient, irrespective of public or private ownership. - Blom-Hansen, 
2003 
 
Again, here Blom emphasizes on the fact that due to pressure from a competitive market, a 
private company would maximize efficiency in order to survive in a market with other 
competing companies, highlighting that monopolies are always inefficient (Blom-Hansen, 2003). 
An example Blom gives in his article is that he uses the Danish asphalt industry as a case study. 
He explains that due to a weak competition in the asphalt market in Denmark, prices are high and 
efficiency is not at an optimal rate (Blom-Hansen, 2003). This leads one to consider a relation 
between the amount of competition to the rate of efficiency, e.g. the higher the competition = the 
higher the rate of efficiency.  
 
Although the public choice theory is used in this project, one must also look critically towards 
the theoretical approach used. Michael D. Wright’s journal, named “A Critique of the Public 
Choice Theory Case for Privatization Rhetoric and Reality” is an opponent theory of the original 
Public Choice theory (Wright, 1993). He argues against greater private involvement, because of 
the micro-economic consequences, which follow. Furthermore greater involvement from the 
private sector results in a negative economic effect, because of inequality. He claims that because 
private companies are usually structured based on a hierarchal system, wealth inequality is 
inevitable, whilst state owned companies usually have more or less equal wealth distribution 
within the organization. Furthermore because private firms are profit oriented, investors claim 
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their share, whilst other actors also claim theirs. State owned organizations however, usually 
reinvest the profit within the organization, thus not contributing to greater social wealth 
inequality (Wright, 1993). Wright also classifies 4 main limitations towards the public choice 
theory, which he states, faces problematic challenges when being used as justification for 
privatization.   
 
Our interpretation of his limitations are as following:  
 
1. The theory sees the individual as an egoistic, rational, utility maximizer in political and 
economical context. 
2. According to the theory, voters will vote to individual than collective interest, which haven’t 
been empirically proven.  
3. Private companies are not necessarily more efficient, because state owned companies aren’t 
involved in the same areas, and sometimes sacrifice efficiency for a greater social cause.  
4. Public choice theory does not take into consideration the possibility of replication of 
phenomena occurring in state owned companies to occur in privatized firms as well (Wright, 
1993).  
 
4.3 THE PEST Analysis 
 
Professor Francis Aguilar of Harvard University created the PEST analysis in 1967. The 
acronym of “PEST” is short for, Political, Economic, Socio-Cultural and Technological.  The 
PEST analysis is a useful tool for understanding the bigger picture of the environment in which 
an organization operates, and the opportunities and threats that lies within. Regarding the subject 
of analysis, the PEST tool can be used to analyse business segments, industries, particular 
markets or whole economies. Thus the PEST provides a summary of the driving forces in the 
macro environment. It identifies drivers that were of high importance in the past, and indicates to 
what extent they might change in future, and how this will interfere with the organization or the 
whole industry. Depending on the objective of the analysis, a distinction between the current 
situation and potential future changes may be helpful (Morrison, 2012).   
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The reason why we are choosing to implement the PEST analysis as our starting point is its 
relevance when combining the output to the public choice theory. We have chosen to focus on 
external factors of the companies, because we wish to investigate the effect of ownership and 
competition, which in itself are external factors that together with the elements from the PEST 
analysis can contribute in answering our working questions.  
 
We are well aware of the fact that the PEST analysis is a trivial analysis when used on its own. 
This is because the PEST analysis only gives an overview or framework that does not create any 
means for discussion. The importance of the PEST analysis though, is that the overview 
subsequently will help us distinguish between 4 essential elements, in relation to the competition 
and ownership of the two companies we have chosen. The PEST is a relevant starting point for 
further analysis of uncovering the advantages and disadvantages of privatization. We are able to 
analyse different levels of impact concerning service obligation drivers, when comparing a state 
owned company to a private company. Another limitation of the PEST analysis is that the 
information, which is used as relevant, can be selective. The importance of this is the fact that 
one can tend to be selective towards one type of empirical data, which is ideologically angled in 
one direction, thus having the possibility of being prone to personal beliefs (free-management-
ebooks, 2013).  
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5. Analysis 
5.1 Introduction  
 
In this project report, we are going to conduct a PEST analysis in order to gain sufficient 
knowledge and overview to discuss the mechanisms we are trying to discover. As mentioned in 
our methodology chapter, our analysis chapter is going to contain a PEST analysis of DSB’s and 
TDC’s environment at a macro level. To supplement the output from the PEST, a further 
discussion of the ownership and competition is going to be conducted in relation to the Public 
Choice theory.  
 
5.2 Political factors  
 
When commencing a PEST analysis, the first factors to take into consideration, are the political 
factors. Since this analysis is based on the environment of the companies we wish to study at a 
macro level, the political factors are relevant to investigate. The analysis will proceed by first 
analysing factors from TDC, and then subsequently DSB.  	  
TDC 	  
The telecommunication market was in 1996 liberalized, thus paving a path towards TDC being 
completely privatized in 1998 (TDC, Historie, 2013). This shift in ownership meant that TDC 
could detach itself from direct political control.  
 
The state is responsible to select a supplier of telecommunication services, whom under any 
circumstance has the obligation to deliver basic telecommunication connections around the 
country. This responsibility of selecting a service provider was a result of the privatization of 
TDC, and is defined as “universal service obligation” (Erhvervsstyrelsen, Forsyningspligt, 2013). 
The universal service obligation was by instinct designated to TDC when it was state-owned, and 
all economic expenses were paid by the state. Therefore, within this realm of political factors, we 
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have discovered two comprehensive political effects, which we perceive as being worth 
analysing.  The first effect is the shift in control, which TDC has experienced after the process of 
going private. The second effect is the public cost that the state has designated TDC to endure in 
the form of the universal service obligation. 
 
Public vs. Private Control 
As mentioned before in this report, the privatization of TDC has been a highly debated issue 
amongst politicians. This political discussion has allowed for regret to be amongst the Danish 
government, in relation to the sale of TDC to an international private organisation. The main 
issue has been the ownership change in control over Danish copper infrastructure. Since 1998, 
Danish copper infrastructure has been controlled by private hands. The lack of control has 
created complications for the liberalized telecommunication market, since all service providers 
who provide internet and landlines leases in on TDC’s network, which makes them dependent of 
TDC.  
Ameritech, who is the owner of TDC, has earned a substantial amount of revenue by leasing out 
it’s network to competition in order to make a free market work. This revenue could in other 
words have been the Danish government’s property (Skoubou, 2006). The lack of political 
control on the infrastructure has its consequences towards the liberalized telecommunication 
market. These consequences are shown in a “constant” effort from the competing companies, 
like Telia and Telenor to lower the price of leasing the tele-network infrastructure. Attempts has 
also been made from the governments side, to lower the price with the Danish Business 
Authority seeking to force TDC into lowering the leasing prices, by using statistical analyses and 
trying to illustrate how the telecommunications market is suffering with the starting price of 
leasing the infrastructure from TDC (Rasmussen, 2011).  
 
Universal Service Obligation 
In 2008 the Danish business authority sent out a new contract regarding the universal service 
obligation to TDC, which again was pointed out as being the universal service provider in 
Denmark. It is the Danish Business Authority who chooses the responsible universal service 
provider, without any negotiations from the chosen company’s side. The state will compensate 
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for all unfair cost, that the chosen universal service provider has during its effort in providing its 
services. One of the reasons behind TDC being the chosen universal service provider is because 
the organisation owns the copper infrastructure underground. The TDC group has expressed its 
dissatisfaction, regarding the state’s decision of who is the universal service provider, because 
they believe the universal service obligation is a concept, which gives an unnecessary burden 
from the Danish government (Allingstrup, 2008). The cost of supplying all citizens on a national 
level, is being paid by TDC and compensated by the state. TDC faces several difficulties in 
measuring the cost that should be compensated. The advanced and complicated structure of 
telecommunication services, makes it difficult to distinguish, what costs are the states and what 
costs are TDC’s responsibility (Retsinformation, 2011). 
 
DSB 
  
DSB is a public limited company, where all shares are owned by the state. All decisions made by 
the management of DSB are processed through a bureaucratic system of politicians whom 
regulate the different aspects of the company. Though one notable detail is that the 
organisational structure of DSB, is set up as a private company having a board of directors, 
commencing business using a corporate strategy and being listed in the stock exchange, all in 
collaboration with the ministry of transport (Schilder, 2013). We have chosen two political issues 
that affect DSB externally, which are political antagonisms across the organisation, and lobbyism 
within DSB. Our goal is to analyse these problems in order to gain an overview in this PEST 
analysis, which subsequently will be used in the discussion.  
 
Political Antagonisms across the Organisation 
As DSB being a state-owned company, the strategic goals are created by the government and the 
selected transport minister. A contract between the ministry of transport and DSB has been 
active since the 1. of January 2005 to the 31. of December 2014. The purpose of the contract is to 
set up a framework that assures the best possible development of passenger traffic and to 
maintain open train-lines that ensure accessibility for all Danish citizens. The contract is 
equivalent to the fulfilment of the concept, service obligation. DSB and the ministry of transport 
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understands that the contract can be vulnerable towards external future regulations and changes, 
and therefore has an option to add addendums to the existing contract (Trafikministeriet, 2005).  
As a part of the public budget agreement in 2010, the former Venstre government planned a cost-
reduction in DSB of 300 million. The response from Danish parties such as SF and 
Socialdemokratiet were negative, because they meant the quality that DSB delivered, was not 
sufficient enough to justify a cost-reduction in that scale (Andersen, 2010). As part of the 
contract made by transport minister Flemming Hansen in 2005 between DSB and the ministry of 
transport, economic regulations like the budget agreement in 2010 was possible because of the 
option to add addendums. In 2013 the newly selected finance minister Bjarne Corydon added a 
new addendum, which removed the cost-reduction that was planned by the former Venstre 
government in 2010. The intention of removing the 300 million kr. cost-reduction, was to create 
stable conditions for the economy of DSB, and in 2012, as a prolongation of the strategy of DSB, 
the initiative named “Sund DSB” was launched. The aim of the strategy was to slow down the 
negative economical development and improve the economy of DSB (Hansen, 2013).  
 
Lobbyism 
“A lobbyist is an activist who seeks to persuade members of the government (like members of 
Congress) to enact legislation that would benefit their group” - Cooper, 2013  
 
This definition explains how lobbying/a lobbyist is portrayed in our project. The reason lobbying 
has become so popular amongst the large companies, is the fact that they benefit from lobbying 
politicians into shaping the law in the companies favour (Blumberg, 2012). Many examples of 
this are seen in the US, but it is also a phenomenon in Denmark. 
 
During the past years, DSB has had an extensive amount of cooperation with the lobbying and 
PR company Waterfront. Reports and emails have been leaked, illustrating scandalous lobbying 
being done by Waterfront on the behalf of DSB. Transport spokesman for the Danish Peoples 
Party, Kim Christiansen has been in the spotlight for being in communication with Waterfront 
and accepting payments and benefits from them. Thereafter, an email from DSB, ordering 
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Waterfront to make Christiansen “switch to the right side” was discovered, thus placing DSB in 
the spotlight of the media (Hansen, Rasmussen, 2013). 
 
This factor of lobbying has been a comprehensive part of the political spectrum of DSB. 
DSB has independently from the ministry of transport and the Danish government chosen to 
lobby a politician into sharing the same ideas as themselves (Schilder, 2013).   
 
Political implications on the Service obligation  
These various issues raise problematics towards the service obligation, and having relevance in 
the political aspect of the company. Furthermore, the contract made by the ministry of transport 
is seen in this project as the service obligation, set by the government, which DSB are to fulfil. 
Therefore the different political antagonisms with the change in government, challenges the S 
service obligation by periodically being vulnerable towards change. When and if this service 
obligation changes, the long-term goals of the government, set by the original contract changes 
as well. Hence, this shift in ideological intention can cause antagonisms across the organisation.  
An ideological paradox occurs and creates managerial problematics for the board of DSB, when 
the government and the selected transport minister changes every 4th year, and the newly elected 
government does not share the same ideological vision as the ones who established the contract 
between DSB and state (Dall, 2012). This makes long-term strategies for DSB hard to execute 
fully.  
 
Also, the fact that lobbyism is present within DSB illustrates a dissatisfaction of the ministry’s 
decisions, because of the lobbying being executed without the ministry’s accept. This 
dissatisfaction can again, cause a disagreement between the owner and the directors of DSB and 
therefore challenge service obligation (Schilder, 2013). An example of this is the hiring of 
Waterfront by DSB to create political profiles of possible minister candidates in order to know 
whom to lobby. The best candidate can then be lobbied into sharing the same interests as DSB, 
and when he/she is then elected into office, the new elected minister can conduct regulations and 
create a service obligation with the same intentions of the directors (Høj, Bech, 2013). 
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5.3 Economic Factors 
 
As the second part of our PEST analysis, we are going to analyse the economic factors that 
affects DSB and TDC externally. The economic factors are a comprehensive part of the external 
environment of a company, whether it is private or state-owned. Therefore we limit our analysis 
towards issues that are relevant in creating an overview, which we thereafter can bring forward 
in our discussion. 
 
TDC 
 
Considering the current competitive situation of telecommunication in Denmark, one must look 
at different factors, which either can be characterized as positive, or negative factors. The reason 
for this project is looking at the competitive situation, is because it is a relevant factor of the 
economic aspect of TDC. A change in the competitive situation in the market, can affect TDC’s 
economy either positively or negatively, thus being a relevant factor of the PEST.  
 
Competition 
TDC is a big player on the Danish telecommunication market, as being one of the four major 
tele-companies. The Danish telecommunication market is considered as monopolistic 
competition (Appendix 1), which means that there are many suppliers, and that the target group 
have consumption-preferences towards which supplier they choose. TDC has a market share of 
79.8% on landlines and 43% on mobile network (Erhvervsstyrelsen, 2012). The Danish 
telecommunication market was liberalized in 1998, which made it possible for other service 
providers to enter the market. The privatization was part of the process to liberalize the 
telecommunication market and to break up all monopolies in EU member countries (Rasmussen, 
2010). As a prerequisite of privatization, TDC was to offer cheaper prices, by giving access to 
other service providers. Furthermore, the Danish government wanted to lead the field in 
technological and innovative development of telecommunication, and therefore needed to attract 
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investments. The privatization of the market in 1998, was a prolonged wishful effect of the 
campaign the ministry of research issued, named “best and cheapest through real competition”  
(Falch, Henten, Skouby, Tadayoni, 2007).  
 
After the privatization, TDC was economically controlled by two earlier financial ministers of 
Denmark, and operations were altered to a minimum in comparison to how they were managed 
before the privatization. The reason for this was that TDC believed that the presence of 
competition would boost effectivity significantly. However in 2003, because of the fall of prices, 
which was a result of this competition, TDC went through a rough period, which ended with a 15 
percent personnel reduction (Köthenbürger, Sinn, Whalley, 2006). 
 
Universal service obligation 
When looking at the universal service obligation contract made by the Danish Business 
Authority, the guidelines for how TDC is obliged to provide a minimum service to all of 
Denmark are clear. TDC is to deliver basic service products like landline connections and 
number inquiry service to every Danish address. Furthermore, TDC was also made responsible 
for running the maritime emergency services in Greenland (Erhvervsstyrelsen, Forsyningspligt, 
2013). In 2012, the Danish government decided to relieve TDC from the maritime service 
obligation, and in return TDC demanded all the expenses from the past 5 years of TDC running 
the service, compensated. This was done through a lawsuit, which is expected to end in four 
years. Thus, the service obligation is seen as an unnecessary burden for TDC (Breinstrup, 
Thomas, 2012).  
 
On the other hand, with TDC owning the classic telephone infrastructure could also be seen as an 
economic advantage in collaboration with the universal service obligation. The fact that if 
competing companies want to provide Internet and landline services themselves, is a positive 
scenario because TDC being the only owner of the infrastructure. This means that if for example, 
Telenor is to provide a customer, whom is situated in an area far from any infrastructural 
establishment, the government has to fund TDC the “unnecessary” expenses (Mortensen, Henrik, 
2013) where after TDC gains profit by collecting the leasing fee from Telenor for using their 
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infrastructure. The example given is created on the basis of statements made by Telenor, whom 
are unsatisfied with TDC’s high priced leasing fee. The universal service obligation can therefore 
provide TDC a beneficial position in the telecommunication market, as it automatically makes 
TDC the intermediary in relation to its competition.  
 
DSB 
 
DSB, is what one could characterize as a SOE or State-Owned Enterprise. SOE’s are 
organizations, partially or fully owned by the government and operate governmental activities on 
the behalf of the state (Investopedia, 2013).  
Competition 
The Danish railway market is considered being a differentiated monopoly, with DSB being the 
leading train company. A EU directive in 1991 aimed to create free market conditions for the 
European train system, and therefore the infrastructure and operational part of DSB was split into 
two separate companies. In order to achieve a free market of demand and supply, the EU 
commission meant that it would be distortive towards the competition, if the company who 
owned the infrastructure also owned the service operations (DSB, 2008). In the year 2000 the 
Danish railways were liberalized and competition was finally possible of passenger transport 
using Danish railways. Later, in 2003 Arriva was the highest bidder of train services in selected 
areas, and therefore commenced trains services in competition with DSB (DSB, 2007).  
 
The contract between the Danish ministry of transport and DSB, states that DSB is obliged to 
operate its trains across specific routes (Trafikministeriet, 2005). The former Danish transport 
minister, Henrik Kristensen has in 2013 criticised DSB’s strategy and suggests it should be 
effectifized. Henrik Kristensen planned to adjust the current contract between the ministry and 
DSB from 2015, into a contract, which seeks to increase the competitiveness of the company 
(Nielsen, 2013).  
In the attempt to fulfil the EU commission's directives to create a free market, tendencies of 
distortive competition as mentioned above, seems to appear through complaints from DSB’s 
competitors. Arriva, who is one of DSB’s competitors on passenger transport complained in 
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2009, about the traffic ministry’s suggestion of prolonging DSB’s monopoly position (Politiken, 
2009).  
The problem lies in the fact that the railway sector was supposed to be liberalized in the year of 
2000. However when the ministry of transport denies any incentives of privatizing DSB, and on 
the other hand suggests a prolongation of the monopoly in 2009, discussions arise shedding light 
on this type of railway “protectionism” that the Danish ministry of transport is conducting, as it 
is the ministry itself that chooses whom operate on the various railway routes (Trafikministeriet, 
2005). In the debate regarding the prolongation of the transport-contract between the state and 
DSB, the Danish ministry of transport seeks to increase the requirements of DSB as a train 
operator. There might be consequences for DSB if not providing satisfactory results, according 
to transport minister Henrik Dam Kristensen who says that he might open the railways licitation 
for competitors. Also one of Henrik Dam Kristensen priorities were lower ticket prices (Nielsen, 
2013). However the classic monopolistic pricing model suggests that when in a monopolistic 
market, the pricing is set higher than a competitive market. This is typically because of the fact 
that because there is no or little competition, and alternate options for customers are limited, thus 
not affecting the demand significantly (EconomicsOnline, 2013). Therefore one could look 
critically at Henrik Dam Kristensen’s intentions of lowering DSB’s ticket prices, because DSB 
utilizes a business strategy based on a monopolistic competition form, with little or no 
competition at all.  
 
Even though the Danish railways operate with one or two big businesses, there is still the 
possibility of increased competition because of the liberalized market. As mentioned above, the 
former minister Henrik Dam Kristen has suggested a change of this contract because of the 
increased competition in the train market. This shifting competition can therefore at times result 
in the contract being reviewed and subsequently being changed. These periodic changes can then, 
as a result, threaten the gravity of this contract being taken seriously (Nielsen, 2013).    
 
 
 
 
Roskilde	  Universitet	   	   	  	  	  	   Roskilde	  University	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
Den	  samfundsvidenskabelige	  bacheloruddannelse	   The	  Bachelor	  Study	  Programme	  in	  Social	  Science	  
Group	  10	   	  	  
 31	  
5.4 Social Factors 
 
Both TDC and DSB are a comprehensive aspect of the Danish infrastructure system. They reach 
out to every citizen in the country, or at least focus on doing so. This means that when operating 
their businesses, awareness of the citizen’s needs and requirements must be distinguished and 
defined. They must be constantly aware of the fact that the society and culture is an on-going 
shifting process, and they must constantly adapt to the shifting society. This is the reason why 
the social factors are a comprehensive part of the PEST analysis.  
 
TDC 
 
Digitization 
In the last decade, the Danish state has invested in several IT platforms, that gives citizens access 
online to public institutions, as part of the effectification of the communication platform between 
the public sector and the population of Denmark. These digital access opportunities are part of 
vision to increase the use of welfare technology. This digitization suggests that every citizen can 
access the public institutions online, with the use of an Internet connection (KMD, 2012).  
The state’s vision is to digitize all communication between citizens and public institutions, and 
therefore the government proposes requirements to telecommunication companies, to assure that 
all citizens is able to communicate online. The government’s vision of digitizing communication 
between citizens and the public sector faces barriers on its path, such as the need for a computer 
and internet access, and knowing how to handle IT equipment (Digitaliseringsstyrelsen, 2011).  
 
Demographical development 
The demographical situation in Denmark is shifting into what economists call an increasing 
“elder burden”. Since Denmark is a society based on a comprehensive welfare system, all 
citizens above the age of 65 are considered an expense to society. The concern regarding this 
burden is that our demographic evolution, is transforming into a model where there are a larger 
amount of dependant elderly, than the amount of working people to support the welfare system 
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(Hansen, 2009). Statistics also show that in the year 2042, the amount of people above 65 will 
constitute 25 percent of Denmark’s demography (Danmarks Statistik, 2010). TDC, moreover 
have also in 2007 stated publicly, that they wish to aid the elderly in being educated in the IT and 
Tele department. They have expressed that it is important that because of the high development 
in IT resources the elderly must also be aware of how to operate computers and surf the Internet. 
Thus, in 2007 TDC and the union for elderly Ældresagen, have collaborated in a project, which 
allowed them to book a technician who has the job to explain how their computer works, and 
how they can be online on the internet (TDC, 2007). However, looking at Ældresagens current 
website, TDC are not listed as a partner. Instead, competitive companies, as Fastnet.nu and 
Callme are listed (Ældresagen, 2013).  
 
The social democrats have gone public with statements saying, that all major telecommunication 
companies should have responsibility towards solving the challenges that Danish citizens faces 
when living in outer regions. Telecommunication companies should be obliged to deliver 
Internet connections to every citizen, regardless of geographical position or cost of delivering.  
The challenges telecommunication companies have faced is that property prices to set up mobile 
antennas are too high when compared to their profit earning. Though, statements from Telia and 
Telenor have suggested that if property prices were decreased, they would be able to fulfil this 
responsibility with an increased effectivity. The universal service obligation in this case though, 
has been an advantage for TDC because of the fact that the state is obliged to fund TDC’s 
unnecessary costs of fulfilling the obligation (Allingstrup, 2013).  
 
DSB  
 
Social mobility  
The Danish citizen’s commuting rate has increased since 2006. The working citizen commutes in 
average 20 kilometres everyday back and forth to their job, and the maximum commute time 
citizens accept in average is one hour a day. Though one must be aware of the differences the 
average shows, since there are huge differences according to where you live. The workforce in 
inner Copenhagen has less commute time than the workforce in West Jutland, where the distance 
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to the job is greater. These rates of more commute time, shows tendencies of jobs moving away 
from local areas to bigger cities. The reason for these tendencies, is that employers have greater 
chances of finding qualified workforces in bigger cities. The willingness to commute is very 
dependent of the investment the state does in public transport. In 2012, the state invested over 
500 millions of kroners in public transport with the aim of lowering ticket prices, making it more 
attractive for Danish commuters to use public transport. These investments in mobility are to 
prevent future challenges of unemployment in areas, where the educated work force is needed in 
other areas. The state's vision is to create a mobile workforce, since it is a prerequisite for a 
dynamic and healthy national economy. The state already faces problematics regarding mobility, 
and the willingness to commute longer distances for jobs. Many university graduates from 
Copenhagen are unemployed because of the lack of demand of workforce in the big city. Though, 
in Jutland a lot of companies are lacking qualified workers to fill in jobs, but are unsuccessful in 
finding them due to the lack of the will to move to Jutland from Copenhagen graduates. 
(Nykredit, 2012). 
Education 
Due to Copenhagen being the largest city in Denmark, many of Denmark’s youth generation is 
choosing the capital city as their place to study. Statistics from 2006 shows an increase of flow of 
people moving out of the provincial areas and into the large cities, due to the large demand for 
the city universities (Holm, 2011). This has a relation towards the passenger transport by train in 
Denmark. Key figures from the ministry of transport shows an increase of approximately 73 
thousand passengers, who travel by train from the period 2000-2010. This increase can indicate 
that the demand for public transport by train has also increased, thus illustrating an increase of 
demand in DSB’s services (Transportministeriet, 2011). The ministry of transport created a 
discount arrangement for students in Denmark, in collaboration with the Education ministry and 
DSB. All students have the option of getting a commuter’s card for under 600kr, regardless of 
distance between residence and educational institution. This initiative was suggested by the 
minister of Education, in order to preserve the educated youth in their provincial areas and make 
them commute to their educational institution (Flytkjær, 2013).  Also, because of the lack of 
supply in student residences in the big cities, the youth commuter’s card is an offer that relates 
directly to students not being able to find residences in places like Copenhagen and Odense 
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(Grav, 2013). As part of the state’s contract with DSB, one of the conditions has been, that they 
give discounts to a specific demographic and working group. This is done in collaboration with 
other ministries such as the ministry of education and the ministry of defence. This has been to 
assure cheap mobility, which makes traveling for citizens, whom have a relation to the 
corresponding ministries, easier and therefore, more attractive (Trafikministeriet, 2005). This 
means that the ministry of transport is implementing a social responsibility into DSB’s service 
obligation, in relation to the state’s socio-economic objectives, requiring the SOE to execute 
operations differently for various categories of citizens, which not always reflects motives of 
being profit maximizing (Flytkjær, 2013).    
 
5.5 Technological Factors 
 
Finally, to conclude the PEST analysis, the technological factors, which affect TDC and DSB’s 
service obligation, are defined and analysed. The technological factors are relevant because of 
the fact that TDC and DSB are both part of industries that requires high technological 
requirements and a high rate of development. Thus the companies have to keep up with the 
increasing technological demands of the society, and focus on innovating modern technological 
assets. 
 
TDC 
 
Copper infrastructure  
In the market of telecommunication and Internet, developments and innovative new products 
enter the market very fast. This makes the competition extremely hard, because of the dynamic 
shifts of technologies companies must endure. The lifespan of data technologies is only 
temporary, for example when looking at the technology of mobile networks, which changes 
every 10-year in average (Stensdal, 2013). Mobile broadband technology is also rapidly 
developing into an attractive alternative to the orthodox home Internet connection. Mobile 
broadband is developing at a high rate, and with new frequencies, customers can experience high 
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speed Internet through the mobile infrastructure. The unique selling point of this technology is 
the fact that it is now is possible to check emails and surf the internet, wherever you are as long 
as there is reception (180grader, 2010). New mobile broadband innovation, allows speeds of up 
to 100 Mb/s, which is faster than most of the classic Internet connections consumers have at 
home (Bredsdorff, 2009). LTE Advanced is the latest innovation in mobile broadband 
technology, which allows users to receive up to 1 GB/s speeds, which is unheard of until now.  
 
17th November 2009 was the day that TDC bought DONG Energy’s fiber-optic cables. This new 
technological innovation was created to give users high speed Internet with a better stability than 
the old copper cables, which TDC already owned. Analysts believed that the acquisition of the 
fiber cables could be compared to an insurance in order to protect TDC’s already established 
copper cable infrastructure. The reason for this was the increasing demand in higher Internet 
speeds, which the old infrastructure could not support (Rasmussen, 2011). The Danish society is 
also demanding higher speeds, and new statistics show that the Internet through the copper 
infrastructure has had a decrease of 160.000 customers, whilst the high-speed fiber technology 
has seen an increase of 150.000 customers since 2010 (Telekommunikation, 2010).  
 
The constant change in communication technology questions the quality of the product that 
provides the citizens in outer regions accessibility to communication. Several experts say that the 
copper-infrastructure that TDC provides nationally, is out of date and can not provide general 
satisfactory quality of connection to the end-users. Furthermore, experts believe that TDC’s 
copper-infrastructure is not able to cope with the amount of Internet used at home, and the 
services used through the Internet. This challenges the universal service obligation, because of 
the fact that the contract made by the state, is based on the technology at the time which was 
copper, and because of the demand of higher Internet speeds, the obligation does not suffice with 
the demands of the consumers (Mortensen, 2012).  
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DSB 
 
Technology and Consumer Demands  
Public transportation is a necessity for big parts of the Danish population. Though prices on 
public transport have risen continuously the last ten years resulting in prices doubling. The 
increasing prices are set in imprecisely in correlation with the inflation. The improper prices 
have therefore resulted in the contract agreements between the state and DSB. This contract was 
managed by the former Venstre government (Fried, 2012). Mobility has strong socio economic 
meaning for the Danish economy, and the Danish citizens value their leisure time, and therefore 
seek to minimize their commute time as much as possible. Quick transportation is demanded by 
society, and there are several alternatives the public can choose to transport them from A to B 
(Politiken, 2012).  
 
Currently, DSB operates 11 types of train sets and locomotives. These trains are placed all over 
the country and they represent DSB’s passenger transport vehicles (DSB, 2013). The 12th types 
of train sets were the IC4 trains, which the delivery of, resulted in a significant scandal in the 
Danish media. The IC4 trains scandal constituted of trains not being delivered on time, and a 
comprehensive amount of technical faults with the trains were also found after the purchase 
(Østergaard, 2012). In the transport contract between the state and DSB, requirements of 
timeliness are listed. DSB is required to maintain a certain degree of timeliness satisfaction, and 
if failing to do so, the state has permission to lower its economic contribution (Trafikministeriet, 
2005).  The contract also limits DSB to be late at a maximum of 190 seconds, and if they exceed 
this, it is a direct violation of the contract. According to DSB the delays are caused by internal 
work and track maintenance. Also difficult weather conditions have resulted in trains being 
delayed and cancelled. In 2011, average delays were measured to be 226 seconds, meaning that 
they have exceeded their contract limit (Politiken, 2011). 
 
According to the contract between DSB and the traffic ministry, the responsibility of DSB, is to 
maintain customer satisfaction and timeliness. Technologically, DSB has to constantly innovate 
themselves into being better to be on time, cope with rough weather conditions, and at the same 
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time maintain a level of customer satisfaction, and if the contract is violated, the public 
economical support will be decreased, thus putting DSB under constant pressure to deliver 
(Trafikministeriet, 2005). 
 
5.6 Summary of the PEST  
PEST ANALYSIS  TDC  
POLITICAL The state has independently selected TDC as the service obligation 
provider, since TDC was privatized. Lack of political control over 
TDC’s copper infrastructure creates distortive competition due to 
overpriced leasing. Main challenge has been to distinguish the cost of 
providing the service obligation in contrast to TDC’s regular cost.  
ECONOMIC The states service obligation contract creates a competitive advantage 
for TDC in terms of getting copper infrastructure expansion cost 
covered by state funds. External decisions by the state can impose 
TDC unnecessary costs in the process of maintaining the service 
obligation. 
SOCIAL An increased need for internet access as part of the society becoming 
more digitized has created the demand for TDC to take responsibility 
towards Danish citizens.  
TECHNOLOGICAL Increased technological innovation in telecommunication is 
challenging the need for the universal service obligation. TDC’s 
current technology is not living up to society’s need for high speed 
internet and services.  
 
PEST ANALYSIS DSB 
POLITICAL Antagonizing intentions can create tensions between the state and the 
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direction of DSB. Political ideals and changing governments 
challenge long-term goals of DSB, because of the option to add 
addendums to the transport contract. The hiring of lobbyist using state 
funds has the consequence to generate negative reputation and image.  
ECONOMICAL Even though the Danish railway system was liberalized in 2000, as 
part of EU’s directive in 1991 to create a free European railway 
system, the state still has had intentions of prolonging DSB’s 
monopoly.  
SOCIAL An increasing growth in migration to big cities has increased the 
amount of passengers using public transport. As part of a socio 
economic goal to educate, DSB has in collaboration with the ministry 
of education created a students commuters card.  
TECHNOLOGICAL  A regulation in subsidies is a consequence when DSB’s customer 
satisfaction does not reach the required level in the transport contract. 
DSB faces challenges in reaching the timeliness promised in the 
contract agreements, because of technological complications.  
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6. Discussion 
  
6.1 Introduction 
 
The following chapter in this project will focus on the discussion, which is based on the results 
from the PEST analysis. We will use our results in order to discuss how competition and 
ownership affect the service obligation of DSB and TDC. The aim of this chapter is to set up 
arguments, which shed light on different perspectives of the phenomena occurring within our 
analytical framework. We will execute this discussion by examining the advantages and 
disadvantages in relation to the Public Choice arguments of competition and ownership, in 
connection with the corresponding companies. The advantages and disadvantages will be viewed 
in this discussion from two perspectives. The first one being the companies’ point of view, and 
the second will be from the public's point of view. The reason for using two perspectives is 
because we have based our discussion in relation to the service obligation that is a part of two 
entities, which are the company and the government. Overall this chapter seeks to answer our 
last working question, which subsequently will aid us in answering the overall problem-
formulation in our conclusion (Hedelund, Kock, Hegelund, 2008).  
 
6.2 Competition 
 
TDC 
 
According to the Public Choice theory, the concept of competition is one of the main arguments 
by which one can characterize a company’s prosper. The theory suggests that increased 
competition can benefit in incentives within the company to be focused on efficiency. The 
adjective of efficiency however, can be used in different concepts, such as cost efficiency and 
competitive efficiency (Blom-Hansen, 2003). 
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As a corporation 
In this case, the results of the PEST can argue against Public Choice’s theorem. The competitive 
situation of TDC shows that even though TDC is the market leader of the Danish 
telecommunication market, the privatization and thus the introduction of competition have its 
advantages and disadvantages. The following discussion of what advantages and disadvantages 
competition has on TDC’s fulfilment of the service obligation is conducted on the basis of the 
results from the PEST analysis.  
 
Looking from a corporate perspective, the liberalization of the telecommunication market in 
1996 resulted in an inflow of competing companies. Thus, the privatized TDC faced competition 
for the first time.  
 
“The private sector is forced by competitive pressures to maximize efficiency”. - Blom-Hansen, 
2003 
 
This statement from the Public Choice theory suggests that competition is an advantage when it 
comes to efficiency. Looking at TDC as the case combined with the results from the PEST 
analysis, one can argue that because of TDC owning the copper network infrastructure, it 
positions them in an advantageous situation. The reason for this is, in order for competing 
companies to provide telecommunication services through a telephone connection, the 
companies must pay a leasing fee to TDC in order to use their infrastructure. Being the sole 
owner of the infrastructure is in this discussion seen as an advantage, because of the fact that 
TDC can gain profit from setting the leasing price as high as possible for other competitors 
(Rasmussen, 2011). One of the EU incentives behind the liberalization of the 
telecommunications market was the implementation of free competition, which made prices fall. 
Also in 1997, the universal service obligation was also founded, which meant that if a company 
had more than 50% of the market share, it was automatically chosen as being the Universal 
Service provider, which resulted in TDC being the chosen company (Bergquist, 2002). The 
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universal service obligation creates a paradox in form distortive competition. The paradox can be 
uncovered when looking at the incentives behind the liberalization in 1997, which was to lower 
prices for consumers. Our analysis has shown that the costs for the telecommunication providers 
are too high, which therefore generates higher prices for consumers as well (Mortensen, 2013). 
Disadvantages are imminent when being the owner of Denmark’s copper infrastructure. Being 
the favoured universal service provider, TDC is forced to maintain services, which are what the 
Public Choice theory suggests is the government’s responsibility. When speaking of providing 
public services, Public Choice states that a clear distinction should be made of whose 
responsibility is whose, and the reason behind it. Thus, providing public services are delegated as 
clearly being the state’s responsibility. The theory also argues that producing public services is 
the private sector’s responsibility, because of the fact that they are prone to fulfil this with 
greater efficiency than the public sector (Blom-Hansen, 2003). Therefore the universal service 
obligation is seen in some cases as an economical liability. Cases shows that TDC also have tried 
to remove their responsibility to carry out the service obligation, by arguing that the concept is 
obsolete. This phenomenon makes the customers suffer from higher pricing, which is seen as a 
concept that was only needed in the past, during the monopoly era. Other arguments from TDC 
have also been issued, stating that the maritime radio services in Greenland should be contracted 
out to a private company (Allingstrup, 2008). This also corresponds to the Public Choice’s 
arguments stating on the basis from an analysis conducted by Domberger and Jensen in 1997 
(Blom-Hansen, 2003). Based on empirical evidence, the analysis illustrates that contracting out 
can be more efficient than government interactions, because of cost-efficiency and the fear of 
going bankrupt. This fear is a driver, which enforces companies to conduct their business with a 
higher efficiency than the state because of them not fearing to go bankrupt (Blom-Hansen, 2003).  
 
State perspective 
When looking at it from the state’s point of view, the service obligation creates problematics 
within the conditions for a establishing a free market. As part of being a candidate to carry out 
the responsibility of the service obligation provider, the service provider must have a market 
share of over 50%, which only TDC has in Denmark (Statens Net, 1995). As mentioned above, 
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other tele companies leases access to TDC’s infrastructure network giving them the right to 
provide the same services as TDC do. The problem with this relation between competition and 
TDC is the fact that it sets the competition in an unfavourable competitive position. TDC can in 
theory, claim a high leasing price or even deny competing companies access to the network for 
various reasons, without any government intervention. However though, the Danish Business 
Authority is a governmental organ, which works on these specific cases, and can fine companies 
whom breach contracts or legal regulations (Ritzau, 2012). In start 2013, TDC applied for 
financial subsidies for mobile and landline network coverage in outer regions. As part of the 
service obligation agreement, network expanding, which is non-, profitable for TDC will be 
covered by the state to secure the guarantee of network accessibility for outer region citizens. 
Public debate has arisen because of the lack of evidence that TDC does not profit from the 
network in outer regions, which is a requirement for financial subsidy from the state. According 
to the social democratic, Trine Bramsen, TDC wishes to get their cost covered by the state, and 
thereafter charge citizens with the same high prices as before (Mortensen, 2013). The sale of 
TDC to private hands in 1998 meant that, in a classical privatization definition, they were 
completely free from political control. Though, we have seen incentives from the state like the 
universal service obligation to still have a political influence on the company. TDC is the only 
company in its respective market, to have such a contract with the state. This relation with the 
government allows the state to regulate factors like prices and measure the amount of 
competition in the market. The main reason for this is TDC, being the owner of the copper 
infrastructure, which is comprehensive in the telecommunications market. Therefore debates 
within the political sphere have been issued regarding a possible splitting of TDC. One part 
being the infrastructure, and the other the being the company’s distribution of products. The 
incentive here being, that if the corporation could be divided, a larger amount of political control 
could be conducted over the copper infrastructure, thus giving larger room for competition 
(Breinstrup, 2010).  
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DSB 
 
Since DSB is owned by the Danish state, the ministry of transport is the political organisation in 
control of the company. Their incentives, ideologies and goals are initiated, and therefore only 
the states perspective is looked upon in this part of the discussion. However, the states 
perspective will be discussed in this part in relation to the concept of competition, and the affect, 
competition has on the service obligation.  
 
Liberalized train-market  
As DSB is state-owned, it is the ministry of transport whom make the final decisions within the 
company. This means that it is mainly the incentives of the government, which are commenced, 
and furthermore the service obligation created by the state, which are the guidelines for DSB. 
According to the Public Choice theory, the government’s responsibility is to provide the service, 
whilst it is clearly the private sector’s job to produce the final product, which reaches out to the 
customer (Blom-Hansen, 2003). The discussion present here is the question of whether or not the 
Danish railway system should be more open towards contracting out. Studies have shown that 
the contracting out of the Jutland routes to Arriva in 2003 has had many positive results. 
Moreover, DSB has become more efficient before the liberalization, in form of happier 
customers and more trains on time because of the increase in competition. According to the 
National Auditing Office the contracting out to Arriva in 2003 has saved the state 300 million 
kroners, which makes Denmark’s liberal party Venstre look at the possibilities of this initiative. 
Another side of this discussion is that experience has shown that the government can not solely 
rely on private companies to conduct activities, which are immensely comprehensive in the 
citizen’s daily lives (Ritzau, 2013). The 4th EU railway agreement is one of the EU 
commission's directives to maintain strong competition, between train companies to assure better 
quality and lower prices. The highlight of this railway agreement is the criteria of train-route 
licitation, which means that all train companies, are offered an opportunity to bid in on every 
train-route in EU member countries when issued (EU-Commision, 2013). Though this EU-
directive has established conditions for equality between competitors, incidents of distortive 
competition have occurred in some licitations. In 2007, DSB won the licitation of supplying 
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passenger transport to the line of Øresund. Several other train companies bid on the licitation, but 
was outcompeted by DSB ability to operate at low profit margin. According to the other 
competing train companies, DSB were able to supply services because of being funded by the 
state. An operating margin of only 3% was not sufficient enough and too risky for the 
competitors, but an acceptable profit margin for DSB. Professor in licitations, Michael Steinicke 
from Syddansk University comments on the Øresund licitation and says private and state owned 
companies who operates on an open market should make judgements based on rational decisions 
(Rasmussen, 2009).  
 
Railway Monopoly 
Even though Denmark implemented the EU directive of liberalizing the railway system, 
empirical evidence shows that the incentives for a free market in Danish train system are not in 
favour of an increase in competition. An example of this is are the IC4 trains, which have had a 
price tag of 5 billion kroners in total. The trains are technologically limited to only run on Danish 
railways, thus making the investment only operate nationally, and not on international railways. 
This investment of trains, which are limited towards national railways, can be discussed as a 
controversial asset, which illustrates an excuse of keeping out competition on the Danish 
railways (Abild, 2004). Also, political statements by the conservative party in 2009, whereas a 
party member was the transport minister, have shown motives of prolonging the monopoly of 
DSB till 2020, even though there are contract negotiations to be done in 2014 (Politiken, 2009). 
 
“To ensure fair access for all to the railway, independent track ("infrastructure") managers must 
run networks in an efficient and non-discriminatory manner and coordinate at EU-level to 
underpin the development of a truly European network.”  - taken from the EU Commision 
website 
 
The transport minister has been dedicated the role of being the owner of DSB, whose ownership 
is defined as being a stock-owner who owns all stocks in the company (DSB, 2013). One can 
find it questionable, if the transport minister is able to maintain objective when creating a free 
market which follows the directives from the EU-commission, when also managing a state-
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owned train company. In relation to the vision of the EU Commission, as shown above with the 
quote from their website, the wish is to have managers that are efficient and non-discriminatory. 
It is therefore questionable how the ministry of transport can be perceived as non-discriminatory 
“manager” when they have shown motives of limiting the free market, by investing in trains only 
compatible with national railways (Abild, 2004). Furthermore, the lack of will to increase 
contracting out, as was done with Arriva, also shows a questionable motivation in boosting 
efficiency, as state organisations have calculated a 300 million kroners cost reduction with the 
example of Arriva (Ritzau, 2013). The ministry of transport’s goal of providing the Danish 
citizens transport mobility is established through the transport contract with DSB. One must find 
the monopoly position of DSB questionable when providing public goods, when competitors 
such as Arriva state that they can perform more efficiently. Monopolies have the power to 
exploit their position and charge higher prices, because of the lack of alternatives available for 
the consumer. Furthermore monopolies have no incentive to reduce cost, or set price above the 
marginal cost, which makes it possible for the monopolist to charge a price without being 
challenged by the market (EconomicsOnline, 2013). The advantage with the competition 
situation, which DSB is a part of, is that there is a potential of contracting out train-routes to 
boost cost efficiency and increase competition. This has been the case of Arriva, and thus 
arguments in this political discussion, suggest that more routes should be offered to private 
companies, who provide the same services as DSB. Therefore it would be advantageous for the 
ministry of transport to seek private companies to operate in selected routes. Relating to the 
Public Choice theory, the theory also suggests that contracting out public services is an efficient 
alternative, than to let the state provide and produce the services, which they offer. The theory 
also states that automatically, competition will boost efficiency because of the fact that fear of 
going bankrupt boosts motivation to perform adequately (Blom-Hansen, 2003).  
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6.3 Ownership  
 
TDC 
 
In 2004 the Danish ministry of finance published a publication named “Staten som aktionær” or 
in English “The State as shareholder”, which addresses the prerequisites for a successful 
privatization process. Incorporated in this publication, a criteria stating that public service 
obligations are only allowed to be established without it having any extra public costs 
(Finansministeriet, 2004). Furthermore, we are going to use publications from the state to get an 
overview of the state’s philosophy regarding the topic.  
 
Contradicting vision of privatization  
The service obligation contract created by the Danish Business Authority is a written agreement 
that forces TDC to provide basic telecommunication to every citizen in Denmark, regardless of 
geographical position and the technical difficulty in relation to providing the service. The 
contract was made in the context of TDC being completely privatized with the comprehensive 
copper infrastructure. In contrary of the Danish state losing complete control and direct political 
influence of TDC, this contract was made to secure all citizens a means of communication. The 
contract clearly states the conditions of TDC’s obligation, and also states that any unnecessary 
cost produced from this obligation is to be funded by the state, or at least partly covered by the 
government (Erhvervsstyrelsen, 2008). This clause stating the economic security provided by the 
state, contradicts a publication, which concerns the criteria of a successful privatization. As 
stated above, one of the criteria in the state’s perception of a successful privatization is the fact 
that any contracts, agreements or obligations set by the government are to be of no extra cost 
towards the state. However, the service obligation contract by the governmental organization, the 
Danish Business Authority clearly reports that any unnecessary costs towards TDC will be 
covered (Erhvervsstyrelsen, 2008). One can find it questionable that the state’s privatization of 
TDC has not followed preposition of a successful privatization according to the ministry of 
finance publication “The state as shareholder”, which was issued in 2004, whereas the service 
obligation contract between the state and TDC was renewed in 2008.  
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The ministry of finance states that privatization seeks to remove or limit state involvement in 
market conditions, since the purpose of the privatization is to make the former state-owned 
company compete within the rules of the free market (Finansministeriet, 2004). Though, one can 
question the validity of this statement, as it can be argued that even though the incentives of 
privatization have been to create competitive equality, the Danish Business Authority still 
regulate prices and conditions, by giving the service provider with the biggest market share, 
additional liabilities (Erhvervsstyrelsen, 2013). Regulations in markets where private companies 
competing, can also challenge the trust of investors, when companies are affected of political 
decisions. As the publication “State as a shareholder” states:  
 
“Privatizations must be understood in many cases as a natural step in the development, where 
business and political terms separates”. - Finansministeriet, 2004 
 
The goal of the free market is to create cheaper prices and a better service through increased 
competition, which is reached by giving the consumers and the industry free market rules 
without direct political regulations. This process should uncover compliance between what the 
businesses supplies and what the consumers demands. Therefore, the statement above can be 
discussed if the former state-ownership of TDC sets up a barrier and hinders a free market to 
function properly (Finansministeriet, 2004), when the state intervenes and has personal 
intentions for TDC, when being a part of a political vision of supplying citizens 
telecommunication accessibility (Erhvervsstyrelsen, 2008).  
 
DSB  
 
As opposed to TDC, DSB is a company completely owned by the state. This commits the 
company to operate their activities on the basis of incentives from the ministry of transport. 
Being structured as an SOE, DSB is organised with having a board of director’s, making them 
strategically formed to commence activities in a manner closer to a privately owned company. 
This can have its advantages as well as disadvantages, in form of contradicting motivations and 
incentives when engaging in operations. The Transport Minister is the supreme authority, and 
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has the final say in the decision making process, but based on goals and suggestions from the 
second highest position in this hierarchy, the board of directors.  
 
The guidelines and contradictions  
The transport minister is subject to principal guidelines of managing state-owned companies and 
constructing a service obligation, which is established to assure that the ownership role the state 
has, is defined for the general public to understand. The guidelines are from the publication “The 
state as a shareholder” and the relevant guidelines are listed as followed and will be discussed in 
this part of the discussion chapter (Finansministeriet, 2004).    
 
1. Credibility and legitimacy  
2. Openness and transparency 
 
The first guideline of credibility and legitimacy is understood as the transport minister’s duty to 
manage tasks and take decisions based on neutral and objective grounds. As mentioned above in 
section 6.2, the credibility of the transport minister’s ownership role can be questioned, because 
of the fact that the transport minister also has the duty to maintain an open and transparent train 
market for competing businesses. The problematics occur when the transport minister has to 
choose who earns public licitations, while having personal interest for being the owner of DSB, 
which is one of the companies placing a bid. Law proposals for separating the role of the 
minister has been suggested, but has not yet legislated (Finansministeriet, 2004). The second 
guideline in this report, states that the minister is to operate with openness and transparency. The 
report argues that the decision making process of the minister, has to be located at the board 
meetings, where the general decisions and expected activities are presented. Furthermore, the 
report also states that it should be natural that if the minister has any concern of any kind, he or 
she has to contact the board of directors and enlighten them on the matter. Here they also 
underline that it is natural for the board of directors to come to the minister, when they have any 
issues they wish to discuss. This point in the protocol has also been contradicted, as cases of 
lobbyism have been uncovered, where the board of directors have been involved without the 
acquaintance of the transport minister. As the results of the PEST have illustrated, the fact that 
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DSB have used a lobbying company to profile possible ministers, in order to gain an overview 
for their own benefit (Høj, Bech, 2013), is a considerable violation of the protocol by the 
Ministry of Finance (Finansministeriet, 2004).  
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7. Conclusion & Perspectivizing 
 
7.1 Conclusion 
 
During the process of this project, we have researched issues regarding what challenges TDC 
and DSB’s have had in the fulfilment of their service obligations. We have attempted to 
construct an analysis, which has aided in creating an overview of our discussion framework. 
Furthermore we have used relevant methodological tools and concepts, which have assisted us in 
having a critical approach towards our chosen empirical material. We are well aware that our 
topic gives room for a political discussion, thus being the reason for us to use many newspaper 
articles and political reports as our data selection, which has assisted in creating an overview 
over TDC and DSB’s activities and responsibilities from different political angles. Ultimately, 
the research has investigated the advantages and disadvantages of the fulfilment of TDC and 
DSB’s service obligation. This has shed light on different aspects of the activities on both 
organizations and results have unveiled beneficial and non-beneficial consequences of the 
company’s ownership status. In contrast to our problem formulation, which focuses on 
advantages and disadvantages, our analysis and discussion has displayed that one can simply not 
speak of advantages and disadvantages as being objective concepts. Therefore we have 
discovered underlying mechanisms within these concepts, which provide us with knowledge of 
the fact that the concepts of advantages and disadvantages, can be looked upon with a critical 
perspective and not just taking them for granted.  
 
We can conclude that the service obligation imposed on TDC by the state, is a contradictory in 
relation to the ministry of finance’s conceptualization of a successful privatization. Our PEST 
analysis has indicated, that the service obligation has distorted the liberalized telecommunication 
market. This can be concluded on the basis of arguments displaying the dissatisfaction from the 
competing companies, who disapprove TDC’s relationship with the government.  
The effect of this towards the service obligation is that it symbolizes an economic burden in the 
perception of TDC, and is seen as a means of being favoured by the government in the eyes of 
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the competitors. TDC has numerous times tried to compromise with the Danish state, with the 
aim of removing the obligation or creating a collective responsibility. The collective 
responsibility would share the duty to fulfil the service obligation, between all service providers 
within the telecommunication market. No political initiatives have been made from the state 
regarding these queries.  
 
Looking at DSB, the transport contract clearly illustrates the guidelines of how the company is to 
conduct activities. As a result of our investigation, we can conclude that DSB has certain 
advantages due to being state-owned. The fear of going bankrupt is absent in a state owned 
company, because it is the state’s funds, which are used to operate the company, and if more 
funds are needed, this is planned by the government when creating a budget (Blom-Hansen, 
2003). One can claim that there are competitive benefits of being state-owned, because of less 
financial limitations in order to maintain and expand operations, in comparison to a privately 
owned cooperation. Having the government create goals and ambitions for DSB can also be seen 
as a disadvantage, because of the organisational structure of the company. This is displayed in 
our discussion where we underline the point, that clear antagonisms can occur between the board 
of directors and the transport minister, as a result of conflicting incentives of how DSB is to be 
operated.  
 
As a result of our discussion, one could argue that the service obligation set towards TDC, 
resembles a paradigm closer to the concept of an involuntary contracting out situation, than a 
general responsibility created by the government. Subsequently, after the inspection of DSB’s 
service obligation, one could argue that the contract clearly illustrates more a pattern of distortive 
competition and national protectionism, than a formal agreement stating responsibilities and 
consequences. Overall, both companies face challenges when examining their service obligation 
in relation to their competition and ownership situation, because of the misconception of duties 
in connection to the Public Choice theory. Though, one could discuss that the Danish 
telecommunication market is still facing the aftermath of the monopoly, and the regret of the 
government’s decision to sell the infrastructure along with TDC to private hands. Furthermore 
the political discussion of whether DSB should be privatized or not, can also be debated because 
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of different incentives from the ministry of transport, and the board of directors, which is a result 
of the organisational structure of the company, and violation of the guidelines the ministry of 
finance has published in 2004.   
 
All in all, privately owned businesses are perceived as being more efficient than state-owned 
companies. The general assumption lies within the concepts of competition and ownership, with 
arguments discussing that with the presence of competition, a company is prone to operate with a 
higher efficiency. Also, the ownership factor is relevant because of the fact, that a state-owned 
company lacks the fear of going bankrupt. Though, the assumption of higher efficiency in 
contrast to the service obligation can be discussed. This is due to the fact that we have 
acknowledged that one can not merely observe a phenomenon to generate a positivist hypothesis, 
but one has to delve deeper into the active and empirical level to discover underlying 
mechanisms, which constitute reality. Therefore we can conclude that because of various cases 
illustrating a deviation of incentives within private and state-owned companies, the advantages 
and disadvantages of fulfilling the service obligation is not a matter of creating objective 
paradigms. Rather, it is a matter of inspecting the context of the concepts and describing the 
conflicting phenomena occurring in relation to what the state has expected, and what is actually 
commencing. On the basis of our analysis, we have discovered that governmental organisations 
such as the Danish Business Authority, are organs of the state, which have the responsibility to 
keep private companies regulated, and thus still being imposed to political influence. 
Furthermore the Danish state has shown implications of opposing a liberalized railway market, 
by protecting the market share of DSB, despite EU directives. After discussing antagonistic 
patterns between the state and reports from the ministry of finance, we can conclude that the 
service obligation is a means of the state to keep influence and power, without officially owning 
the company. Our arguments stem from clear guidelines by the ministry of finance, stating that 
incentives of privatization is the government’s aim to effectivize efficiency and prices, without 
having any direct political influence.  
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7.2 Perspectivizing 
 
As an afterthought, the following part of this chapter will enlighten the reader in how we could 
have optimized the results of our project.  
 
Our selection of the PEST framework limited us to only observe external factors that affected 
TDC and DSB, without taking internal factors into consideration. In the aim of creating a more 
comprehensive analysis, we could have conducted semi-structured interviews with DSB and 
TDC to obtain information about how the service obligation affects their operations internally 
(Flik, page 150, 2009).  
 
A supplement or replacement to our theoretical framework could have been the Principal Agent 
theory, which builds on the assumptions that the state as the service obligation provider is both 
utility maximising, and that there exist a conflict of objectives in between (Den Store Danske, 
2013). 
This would have given the project new dimensions, and eventually applied to internal elements 
which we as researchers could have delved deeper into.  
If we were utilizing a neo-positivist approach, a financial statement analysis could have been 
conducted to analyse efficiency, using key figures from economic statistics of TDC and DSB. 
The neo-positivist approach would allow us to use a deductive approach whilst using the method 
of falsification as a test of our hypotheses in order to subsequently culminate with a stronger 
hypothesis. Though, the approach would limit us to statistics and observable empirical data, and 
thus eliminating subjective entities completely from the project (Popper, 1934).  
 
Ultimately our effort of answering the problem formulation has raised questions of whether DSB 
would undergo the same type of state interference as TDC is undergoing now, if privatized. To 
elaborate on this problem, we could have angled our problem-formulation to be formulated in a 
way where we could incorporate state interference as a key element. A suggestion could be; How 
does privatization change political influence/control/interference towards a company? This 
alteration in the problem-formulation would angle the project in a manner, which seeks, to 
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research paradigms of state interference, and subsequently one could include the scenario 
mentioned above. Thereafter the project could use relevant theories, which can be utilized in 
order to support the hypothesis.  
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8. Appendix 
Appendix 1 
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